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An Embarrassment of Riches
AS MANY commentators predicted, the failure of 
the McMahon government to revalue the Austra­
lian dollar against sterling last December has 
exacerbated the problems of an increasingly 
unwanted foreign capital inflow. (See David 
Evans’ “Notes on the Economy”, A LR  Nos. 33 
and 34). Even the Deputy Prime Minister, Doug 
Anthony, for a long time one of Canberra’s most 
enthusiastic champions of foreign investment, has 
recently expressed concern at the current scale 
of foreign investment in Australia.
Capital inflow reached a record level of $836 
million in the second half of 1971. Because of 
the devaluation of the Australian dollar against 
our major trading partners last December, over­
seas investors have a chance to snap up Australian 
assets on the cheap.
Some figures recently published by the Reserve 
Bank give some indication of where this flood 
of foreign capital is going. Here is their break­
down of the figures for 1970-71:
($ million)
Direct investment
(a) loans 799
(b) others 190
989
Portfolio investment
(a) loans 424
(b) others 174
598
Total 1,586
Direct investment refers to investment in com­
panies which are predominantly foreign-owned, 
while portfolio investment is investment in com­
panies which are predominantly Australian-owned. 
The category of “other” investment covers the 
acquisition of assets such as shares, debentures, 
convertible notes, joint ventures and real estate.
W hat is most striking about these figures is 
the extent to which loans predominated in both 
the fields of direct and portfolio investment. It 
seems clear that foreign investment is largely 
taking the form of lending money to companies 
operating in Australia (whether these companies 
are locally owned or subsidiaries of overseas 
companies) rather than the direct purchase of 
real assets in the country.
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Much of this borrowing has been carried out 
through the medium of the foreign merchant 
bankers who have moved into Australia in a big 
way from the middle 1960s. Initially, they came to 
service their multi-national clients who were 
operating in Australia, but they soon found that 
Australian companies also provided an attractive 
market — especially during the mining boom of 
1969-70. “Walk into any big hotel in Sydney 
nowadays”, wrote the financial editor of the 
Australian last year, “and chances are you will 
rub shoulders with an American banker” (Peter 
Bugler, Australian, June 1, 1971). American banks, 
such as the Bank of America, the Bankers Trust 
Company, the Chase Manhattan Bank and the 
First National City Bank are predominant in this 
movement, but it also involves powerful British 
and Japanese banks as well. According to M. W. 
Acheson IV, assistant vice-president and deputy 
representative of the Bankers Trust Company, 
who wrote a three-part article on “The Foreign 
Bank Invasion” for the Australian Financial 
Review (28, 29 and 30 July, 1971), a total of 95 
foreign banking institutions have opened up shop 
in Australia over recent years. Between them, they 
represent total assets exceeding $500,000 million — 
over 80 times the assets of the local banking 
system.
The basic area in which these banks are operating 
is in arranging large-scale credit for big companies. 
Not only are they providing stiff competition for 
the local banks, they are seriously affecting the 
external balance of the Australian economy. In 
the absence of a sensible exchange rate policy, 
they are reducing the Treasury’s control over 
monetary conditions within the Australian 
economy.
The Federal Government is able to exercise a 
good deal of influence on the activities of the 
local trading banks through the Reserve Bank. 
But no such controls cover the foreign merchant 
banks. Further, the foreign exchange reserves of 
the trading banks is limited, and when they 
wished to engage in overseas transactions, they 
formerly had to purchase foreign exchange from 
the Reserve Bank. The merchant bankers have 
ready access to the American, Japanese and Euro­
pean money markets, and can also sell foreign 
exchange to Australian entrepreneurs. Over the 
past year or so, they have been bringing money 
into Australia in a big way, providing a high 
rate of general liquidity in the Australian economy, 
and boosting Australia’s exchange reserves.
“For the first time in 20 years”, wrote Maxi­
milian Walsh last May, "we are threatened with 
an embarrassment of riches in our foreign 
reserves”. If the capital inflow continued, he 
warned, “the economy is going to have liquidity 
running out its ears”. (Australian Financial R e­
view, 20 May, 1971). The capital inflow has 
continued at a high rate, as we have seen, and 
both of Walsh’s predictions have in fact been 
confirmed.
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The increase in Australia’s reserves in recent 
years is as follows:
(S million) jqy | (S million)
June 1.277 June 2,280
December 1,288 December 2,726
1069 1972
June 1,420 February 3,027
December 1,126 
1970
June 1,538
December 1,511
It should not be thought that because a balance 
of payments deficit has been the traditional 
concern of Australian governments, this mounting 
surplus must reflect the growing strength of the 
Australian economy. What it means is that we 
have been stockpiling US dollars — and that’s 
quite a different matter. The government was 
unable to handle the political pressure from the 
agricultural, mining and protectionist manufac­
turing interests against a revaluation of the dollar 
(see “Notes on the Economy”, ALR  No. 34), and 
as a consequence, our foreign exchange reserves 
are now enough to embarrass even Scrooge McDuck.
This inflow of foreign money has greatly 
boosted the level of liquidity in the Australian 
economy. Especially since the economy is currently 
slack, this has created something of a glut of 
money. One business journalist has recently 
described the situation in these terms:
Banks and finance houses and their advertising agencies 
are combining in an unprecedented effort to lend von 
money. The business community, one of the prime ta r­
gets of the campaign, is proving difficult to tem pt to the 
party, even though most finance institutions are ripe for 
pretty well any viable proposition. (Jon Powlis, National 
Times, 28 Februarv-4 March 1972).
He then quoted an anonymous merchant banker 
as follows:
We are well supplied with money but we are finding 
it difficult to place our money in industry. T he banks arc 
anxious to lend, with their new found freedom, and the 
opportunities for employing funds at the moment are, 
frankly, thin.
By early March, there was a record $1,008 million 
held by the authorised dealers in the short-term 
money market. This is essentially money that has 
been “parked” there by capitalists who can find 
no other use for it at the moment, and is thus a 
good index of the surplus liquidity in the economy. 
All that money, and they can think of nothing 
to do with it.
Unemployment
Without doubt the Treasury men are looking 
around for some politicians with a better image 
to peddle their line that a bit more unemployment 
will do the economy some good. They have had 
more success in achieving their objective of higher 
unemployment than their now terrified and 
demoralised political “bosses” would like.
According to the statistics released by the 
Department of Labor, there were 115,000 persons 
(or 2.06% of the workforce) unemployed in
Australia in February 1972. Actual unemployment 
fell by 15,000 (12%) from the January figures, but 
this does not indicate any real improvement in 
the situation (although of course the government 
did try to make much out of i t) . The labour 
market is usually inundated with school-leavers in 
November-December, and many of them do not 
get settled into a job until after Christmas. 
Because of this, unemployment figures usually 
register a decline of about 20% from January 
to February, and it is in relation to this figure 
that the real significance of the 12% decline this 
year becomes evident.
Because of the disturbing influence of such 
seasonal factors as the regular entry of school- 
leavers into the labour market, we need to look 
at seasonally-adjusted data if we are to get a 
clear view of the movement of the economy. In 
seasonally adjusted figures, unemployment rose 
from 1.6% of the workforce in January to 1.76% 
in February. Although this figure is not high in 
comparison with countries such as England or the 
US, it is the highest in Australia since the “credit- 
squeeze” recession of 1961.
It is not only a matter of more people hunting 
for jobs. The situation appears yet more grave 
when we look at the supply of jobs. In February, 
the figure for unfilled vacancies, after allowing for 
seasonal adjustments, fell by 8.3% from 34,269 
to 31,426. This means that there is a growing 
number of people chasing a diminishing number 
of jobs — the “unemployment gap” is continuing 
to widen.
THE WIDENING GAP
From this, it is clear that the latest figures fit 
pretty neatly into a picture of a generally 
worsening situation.
Further, it must be borne in mind that there 
have been a number of factors at work to cushion 
the effect of the recession on the official unem­
ployment figures. The first is that women — who 
comprise about a third of the workforce — are 
always greatly under-represented in unemployment 
figures because when they are sacked, most do not 
register as unemployed, but just go back to
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housework. The second factor is that many 
employers have reduced their labour inputs not 
(at this stage) by sacking workers, but by cutting 
back on overtime. Finally, there has been a sharp 
cut in the migrant intake, and a rise in emigration 
from Australia.
There has been much ado in the papers about 
unemployment among university graduates. But, 
as Tom Roper has pointed out (Review, 8-14 
January, 1972), the problems faced by university 
graduates are minor compared to those of under­
privileged secondary school leavers entering the 
market for unskilled work. When he finally does 
get a job the university graduate will enjoy 
middle-class affluence, but the secondary school 
leaver can only look forward to getting a job 
that is rotten and under-paid anyway. Neverthe­
less, graduate unemployment is a significant indi­
cation of the seriousness of the current recession. 
Like their counterparts on the managerial ‘scrap- 
heap’ at present, this privileged group is having 
a small taste of what is more common fare for 
other classes.
This may be related to the problem of “struc­
tural” unemployment, to which Tony Thomas has 
recently drawn attention in an article in the 
Melbourne Age (18 March, 1972). “Slump”, or 
cyclical, unemployment is due simply to the 
fluctuations of the business cycle, whereas struc­
tural unemployment is more permanent in char­
acter. It exists in a situation where employers 
are hunting for staff and workers are hunting for 
jobs, and neither can get what they want because 
the workers do not have the, skills required by 
the bosses, or are living in the wrong place. This 
type of unemployment is endemic in the US 
among poorly educated youth, among older 
workers who are unable to re-adapt to changing 
skill requirements, and among negroes generally; 
it is widespread through both the depressed rural 
areas and the city ghettoes. Structural unemploy­
ment in Australia would seem to affect mainly 
migrant workers. Tony Thomas cites a survey 
of unemployment by the Department of Labor 
in July 1969 which estimated that 46% of current 
unemployment (then a puny 52,000) was struc­
tural, being due to factors such as language 
problems, lack of qualifications or experience, and 
lack of opportunity for acquired skills. This figure 
of 46% is probably a peak figure, for subsequent 
rises in unemployment are due largely to cyclical 
factors. But even if the cyclical situation improves, 
it should be borne in mind that thousands of 
people in Australia are hunting for jobs that they 
can’t get.
To turn attention back to current cyclical 
unemployment, can we expect the situation to 
improve over the coming months? Certainly, the 
present trend is for things to get worse, but we 
cannot answer this question by looking at the 
unemployment figures themselves; we must look 
behind them to the reasons why employers offer 
jobs.
Stagnating Investment
One of the main reasons for the current bout 
of unemployment is the stagnation of investment 
in manufacturing industry. The following table 
shows quarterly, seasonally-adjusted figures for 
new capital expenditure by private business in 
Australia:
($ million) 
Manufact- Extractive, Mining Others Total
1969 March 179 35 114 181 509
June 186 34 115 221 556
Sept 190 39 132 220 581
Dec 194 43 117 230 584
1970 March 202 48 125 237 612
June 197 55 159 238 649
Sept 191 58 163 274 689
Dec 203 70 177 273 723
1971 March 212 91 218 288 809
June 198 85 226 307 816
Sept 193 83 258 331 865
Dec 205 88 211 308 812
Examining first the figures for total new invest-
ment, we see that apart from a pause in the 
December quarter of 1969, there was a steady 
growth until 1971. At this point, the figures 
became harder to interpret. T he stagnation in the 
June quarter and the decline in the December 
quarter could turn out to be nothing more 
substantial than temporary setbacks to sustained 
growth. On the other hand, the figure of $865 
million in the September quarter could turn out 
to be the peak before a more sustained downturn. 
Plausibility is given to the second of these inter­
pretations by recent surveys of industrial trends. 
A survey carried out by the ACMA-Bank of New 
South Wales last September found that “Manu­
facturers’ outlook for planned capital expendi­
tures over the next twelve months is the most 
pessimistic since 1961.” A similar survey in March 
this year gave more bizarre results. Manufacturers 
were more optimistic, but mainly on the grounds 
that things had gotten so bad in recent months 
that in the coming period they could only improve. 
But this improvement in morale, if that is what 
it can be called, was not translated into specific 
intentions. Industrialists are sitting quiet and 
doing nothing until the expected upturn arrives
— but of course, it will not come until everybody 
is waiting for someone else to make the first move. 
On the basis of these surveys it seems a fair 
conclusion that the September figure represents 
a peak, and that the decline in aggregate invest­
ment will continue over the next few months.
Turning now to the sectoral data in the above 
table, we see that over these three years, the 
strongest growing field of investment have been 
the mining industry and those under the heading 
of “other” industries, a group including primary 
industry, housing, retailing, and the service indus­
tries. Both peak in the September quarter of 1971 
and decline in the December quarter. This 
accounts for the parallel movement of the aggre­
gate figures. Although closely tied to mining, 
investment in the extractive and refining indus­
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tries has risen more sluggishly, and stagnation 
set in earlier, from the first quarter last year. 
Between them these sectors account for nearly all 
the growth of investment over the past three 
years. By far the most outstanding feature of 
this table is the fact that the level of investment 
in manufacturing industry has hardly risen over 
the whole period. And it is this manufacturing 
sector which is primarily responsible for provid­
ing employment to Australian wage-earners.
We have seen that the capitalists are not short 
of money — indeed the economy is overflowing 
with excess liquidity to the order of $1,000 
million. The stagnation of investment must there­
fore be due to a lack of profitable outlets for 
this money. This is confirmed by what we know 
of the composition of such investment as has 
taken place. In the March quarter of last year, 
the last period in which aggregate investment was 
still rising strongly, new equipment accounted for 
only 7% of the increase. The most important 
component was new buildings (28.4%). Thus it 
seems that the capitalists, finding little oppor­
tunity for productive investments, have been 
taking advantage of the easy money to provide 
themselves with swank new office-buildings and 
the like. This provides employment in the building 
industry, but also accounts for the tightening of 
the labour market in the manufactoring sector. 
The office-building boom has also been an 
important contributor to inflationary pressures in 
the economy.
Why have manufacturers not been investing 
in new capital equipment? On this question, the 
ACMA-Bank of NSW surveys referred to above are 
illuminating. Since they began in 1964, they have 
been asking manufacturers: “Are you working at 
satisfactorily full level of operation?” This is by 
no means a precise question, but it does provide 
a rough indication of the degree of excess capacity 
in Australian industry. From when the survey 
began, the proportion of respondents who ans­
wered “yes” to this question has averaged around 
50%, with a spread from 64% (in December 
1964) to 41% (in September 1966). In March 
1971, things were about normal. (53%), but 
thereafter the rot set in. In June the figure was 
down to 45%, and by September it had dropped 
to 38%, the lowest figure on record. But it has 
not stopped there, and in March this year it was 
down to 34%. This means that at present about 
two-thirds of Australian manufacturers are oper­
ating with excess capacity. Here we have a good 
reason for the low investment in new equipment
— what capitalist would install new plant when 
he can’t employ what he already has?
Of those respondents to the question who were 
in such a position, 78% nominated lack of new 
orders as the chief constraint on output. Thus 
it seems that previous investment during boom 
times has expanded industrial capacity more than 
enough to meet existing demand, and a situation 
of over-production exists.
L'ti
At this point we must distinguish between two 
different groups of capitalists: those who produce 
capital goods, goods employed in production by 
other capitalists; and those who produce consumer 
goods. Since the market for the first group is 
represented by the demand for investment goods, 
and we have seen that this demand has been low 
over the past year, we would expect to see com­
panies in such industries making particularly 
heavy weather over the past twelve months or 
so, and this does seem to be the case. For instance, 
the directors of BHP have recently reported that 
new orders for steel fell from an average of 46,000 
tons weekly in the first half of 1971 to 34,000 tons 
in the second half of the year. By the December 
quarter, the figure was down to an average of 
26,000 tons per week. In an attempt to boost 
sagging profits, BHP has raised its prices three 
times since last June (contributing thereby, it 
should be noted, to inflationary pressures in the 
economy).
Cutbacks in output and employment in this 
sector of the economy have important repercus­
sions on the general employment situation and 
on consumer income, thereby further undermining 
the demand for consumer goods and pushing the 
economy as a hole further into recession. The slow 
growth of consumer demand, and the increase in 
savings by the mass of the population, about which 
much has been written in recent months, is as 
much an effect of the deteriorating economic 
climate as it is a cause. The financial editor of 
the Sydney Morning Herald put his finger on the 
nub of the problem recently when he introduced 
a report on stagnating retail sales and rising 
savings with the following comment:
Statistical evidence is m ounting that nagging worries over 
inflation and job security caused the Australian consumer 
to button up his pocket in 1971. (Sydney Morning Herald, 
25 January 1972).
It seems that people have been putting off buying 
that new house, that new car, or that new TV 
set, making do with what they have for a while 
longer, and keeping some money in the bank for 
security, in case things go wrong — and who can 
blame them, for the prospects are indeed gloomy.
The budget was right, the economy wrong
It is now almost universally agreed that the 
government’s budget last August was disastrous. 
It depressed the economy at a time when it was 
already sliding into recession. Yet the government, 
despite its recent measures, has not been willing 
to admit this, perhaps because it feels confessions 
of gross incompetence would not help it s electoral 
prospects. But their defences of it have become 
more feeble and more ludicrous. Thus we find 
Billy McMahon arguing as follows in his TV 
interview of March 6th:
If you look at the Budget strategy as such, I don’t think 
you could say it was wrong. In  fact i t  was right. But it 
was predicated on the assumption that demand would 
grow, particularly in the consumption area, and that 
assumption didn’t turn  out to be correct.
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